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Text A

The Coming Energy Wars

Oil prices could hit $200 a barrel in the next few months. How the spike changes
everything!

By Rana Foroohar'
Newsweek
May 31, 2008

1 This spring, America hit a historic point. With average gas prices per gallon
edging toward $4, America’s notoriously profligate ways started to change fast.
Americans are driving less, using mass transit more, buying fewer gas guzzlers, indeed
shopi)ing less wantonly in general, and lowering their previously unshakable
confidence as consumers. Suddenly, Americans are acting differently; if not exactly
like Swedes, then not quite like themselves, either. It’s a shift that could change the
world. ‘

2 And there are more changes to come. So far the price shock has triggered the
most obvious consumer shifts in the United States. Europeans, already greener, are
also buffered by a stronger currency, and Asians are protected from the spiking price
of oil by subsidies that control the impact on gas prices at the pump. But if oil prices
continue to rise, and the subsidy dam breaks, as seems likely, the energy revolution
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now transforming America will spread. “We sailed through $80 a barrel,” notes energy
authority Daniel Yerginz, author of “The Prize: The Epic Quest for Oil, Money and
Power” and chairman of Cambridge Energy Research Associates. “But that doesn’t

- mean we’ll sail through $200 a barrel. That sort of price would have enormous global
consequences.”

3 A year ago no one was talking about $200 oil, and now everyone in the markets is,
for scary reasons. Oil prices climbed from $10 in 1999 to $95 last year without
slowing the surging world economy, in large part because the markets believed the
spike was at core driven by rising demand, particularly from India and China, which
feeds growth. There was concern over supply too, but nothing like the tumult
prompted by the stranglehold OPEC imposed on the world in the 1970s, at least not
until recent months. As the per-barrel price climbed over the last few months, with
futures reaching $135 last week, the consensus began shifting to a new more gloomy
view: that not only would long-term demand led by China and India continue to grow,
but that the supply threats, including increasing conflict, falling investment, industry
bottlenecks and downward estimates of big field reserves in major oil states—aren’t
going away any time soon. Now many (though not all) serious people take $200 oil
and the prospect of another 1970s-style oil shock seriously. Goldman Sachs warned
that the $200 barrier could be hit within the next six to 24 months.

4 That’s way too fast for comfort (or should be) even for those who welcome high
gas prices as a way to induce energy conservation and fight global warming. Already
skyrocketing oil prices are causing real pain for ordinary people, threatening global
economic growth, and reviving the specter of inflation. The price pressure is now
particularly acute in big emerging markets like China and India, which in recent years
had become paragons of fiscal responsibility that tended to dampen global inflation by
exporting cheap goods and services. Now they threaten to become exporters of -
inflation, particularly if energy price controls give way. Americans now making up for
their losses at the gas pump by flocking to Wal-Mart for cheap Chinese goods would
be out of luck. Make no mistake: $200 oil in 2009 would be a painful shock, not just a
green tax on gas guzzlers.

5 Oil drives so much of the global economy, it’s almost impossible to fully imagine
the world of $200 oil. No question, the shock will force nations to go greener much
faster than now, particularly by conserving energy and developing and adopting new
non-fossil fuels. But none of these can happen full stop in six to 24 months. So the
predictions tend to be gloomy: some analysts see a shift toward regional trade, and
even a major reversal of globalization itself, as rising transport costs make it too
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expensive to ship many kinds of goods through long distances. A major acceleration in
the transfer of wealth that has, in the past five years, shifted trillions of petrodollars
from oil consumers to producers would alter the world balance of power—including a
boost for the troublesome oil autocrats of Iran, Venezuela and Russia. At $200 a barrel
the proven oil reserves of the six Gulf nations alone would rise in value to $95 trillion,
about twice the size of public equity markets, according to Morgan Stanley managing
director Stephen Jen. That would make the Sovereign Wealth Funds of oil states
market kingmakers. Western efforts to press more openness on these funds, many
controlled by royal courts, would surely grow.

While some optimists believe the windfall could bring the Middle East into the
modern world if it’s smartly invested, that’s a big if. Already many small states are
struggling to wisely invest their oil windfall to date, and the corrupting curse of oil
wealth is well known. Michael L. Ross, associate professor of political science at
UCLA3, notes that the percentage of the world’s wars that take place in oil states is
growing. The number of oil states is also rising—with Cambodia, East Timor and
~ others joining the ranks—with more likely to follow as prices climb. Many of these
newcomers are small, and ill-equipped to cope with the corruption that often wastes
the windfall.

No industry will be unaffected. Any company that moves goods or people needs
oil. At $200 oil could make the long-predicted death of Detroit, or at least one of its
Big Three, a reality. Airlines are vulnerable too. Skyrocketing jet fuel prompted
American to announce it would cut flights due to the grounding of numerous older,
less fuel-efficient planes. Air France-KLM* recently warned that profits are likely to
fall by a third this year, and CEO Jean-Cyril Spinetta suggests $200 oil would
represent a far bigger shock than 9/11 or the SARS epidemic of 2003, which sent the
airline industry into a tailspin. “It’s more than a change, it’s a revolution, a new
industry, in fact,” says Spinetta. “We would have a lot of bankruptcies very rapidly in
Europe, the US, and Asia. And there will be restructuring of networks, cutting routes,
cutting capacities.” The effect of mergers and cutbacks may leave smaller cities from
Tuscany to the American Midwest with ghost airports.

The oil-induced depression of the American consumer may be a harbinger of
what’s to come elsewhere. In the United States, consumer confidence is now at a
15-year low. Energy Department data show that $4-a-gallon gas is finally forcing
Americans to cut back on driving; this year gas consumption in the country is
expected to drop for the first time since 1991. No amount of “fiscal stimulus” looks
likely to help: Citibank * ‘estimates that even if prices m.iciy stay as they are, the

3
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year-on-year increase in the US consumer-gas bill will siphon away the bulk of the
$120 billion in expected tax rebates. As food and gas prices go up, spending on
everything else will go down. No wonder big-box stores like Wal-Mart are having
record quarters, and middle-market chains are suffering.

9 Expect these trends to hit Europe soon, too. Germans are actually beginning to
slow down on the autobahn to save fuel, which has risen in price from 0.92 to 1.53
euros per liter since 2000 (a 66 percent increase). Analysts say that the more
Europeans spend on gas, the less they will spend on fumiture, clothing and white
goods. Indeed sales in all those categories are already down. “It’s going to feel like a
global recession inside many companies,” notes Citibank European equities economist
Richard Reid. “We expect an increase in corporate failures, and a lot of M&A. You
might well see flush emerging-markets firms (think Tata) swooping in to buy up ailing
Western firms on the cheap.”

10 With oil futures up 40 percent in just the last two months, the sense of an
accelerating shock is already palpable in the United States. While American
automakers were moving slowly toward smaller cars before the spike, sales of SUVs
and pickups are now falling so fast, they appear to be caught flat-footed. “At $200,
GM tanks,” says energy expert Philip Verleger. “They just don’t have time to fix their
fleet.” Ford CEO Alan Mullaly, warning two weeks ago that he no longer expects a
return to profitability in 2009, said he believes the gas-price shift is permanent. Ford
has slashed production of its F-series pickup trucks, an American best seller for 20
years. Meanwhile, Nissan unveiled a $115 million new plant outside Tokyo designed
to build lithium-ion fuel cells to power a new generation of battery cars.

11 The individual decisions about what we’ll drive, how often we’ll fly and whether
we’ll upgrade our televisions as quickly are only part of the larger macroeconomic
threat of higher oil prices. The threat has*yet to be officially tallied; major financial
institutions like Morgan Stanley® have only just begun to seriously discuss the
potential downgrades to the global economy should $200 oil become a reality. But
already, it’s clear that oil is catalyzing the threat of inflation in rich countries as well as
poor. Inflation looks likely to be about S percent in the United States this summer, and
about 3 percent in Europe. But in emerging economies, double-digit inflation could

»

become the norm. “In America, it will feel like the opposite of the 1990s,” says
Morgan Stanley chief US economist Richard Berner. “But if you think things won’t be
pleasant for industrial nations, think about developing economies, where people spend
50 percent of their income on food and fuel.”

12 Indeed, there’s couic~m that as higher oil prices force many Asian economies to

4
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reduce or even cut their generous fuel subsidies, growth will slow sharply, and there
could be social unrest as the world’s poorest become more desperate. The political
ramifications of this (which already include moves away from free trade), combined
with the ever-rising costs of doing business as usual, could force a retrenchment from
globalization. “It’s a harbinger of the reversal of globalization,” says Jeff Rubin, chief
economist for CIBC’ World Markets. “At $200 a barrel, you’ll see transport costs rise
so much that they will effectively reverse the trade liberalization of the last 30 years.”
He predicts that world trade will realign itself regionally, so that while Japan may
continue to ship in goods from China, the United States will increasingly import from
Latin America. “If you look at the period from 1973 to 1979 (when oil spiked) you’ll
find the same thing happened,” he notes. “The share of imports to the US from Latin
America and the Caribbean rose by 6 percentage points. That was all about freight
costs.” ,

13 Regionalism won’t stop at trade. There will be new financial and service hubs in
energy-rich areas like Russia, Latin America and the Gulf. Sovereign Wealth Funds
will continue to buy up big chunks of Western banks and blue-chip companies, as well
as investing more broadly in a new range of countries and currencies (which is likely
to make forex’ movements stronger and more unpredictable). The rise of the
Sovereign Wealth Funds has already triggered a protectionist backlash, including US
moves to step up the vetting of foreign investors in American firms.

14 Worse conflicts are possible. “As areas like the Mideast and Africa, Russia and
Venezuela continue to rise, you’re going to see increasing energy greed, aggressive
behaviors and neocolonial actions on the part of various countries,” predicts Scott
Nyquist, the head of McKinsey’s energy practice®. As Iran gets richer, Hizbullah might
get stronger. China will clearly wield more might in Africa. Western ideas about civil
society, the environment and women’s rights could be displaced with new sets of
values.

15 More blood will almost certainly be spilled. Oil wealth tends to wreak havoc on a
nation’s economy and politics, discouraging diversity, aggravating ethnic grievances
and making it easier to fund insurgencies. Oil countries now host about a third of the
world’s civil wars, up from one fifth in 1992. “There’s a vicious cycle, which you can
see played out in places like Iraq and Nigeria, where conflict fuels higher prices, and
higher prices in turn fuel conflict,” says UCLA’s Ross.

16 The lack of any spare capacity in the global pipeline makes it difficult to solve
such situations with sanctions; taking any oil off the market would, at this point,
merely ignite an already explosive situation. The megatrends fueling the global supply

5



R X 0 W & &

shortage tend to feed on one another. Higher prices fuel the growing tendency of oil
states like Russia and Venezuela to re-nationalize fields. That often leads to lower
output, due to the inefficiency of most state oil companies, notes Sanford Bernstein'’
analyst Ben Dell. The publicly traded companies have to go where they can. As fields
in peaceful places (Alaska, the North Sea) are tapped out, the hunt for new oil has
moved into conflict zones (Nigeria and Angola) or geologically extreme territory
(Siberia, the deep sea). And while higher prices are already driving down energy
consumption in rich nations, that drop does not offset the booming demand in
emerging markets.

17 Meanwhile, though numerous green technologies hold plenty of promise, none of
them are going to save the day any time soon. “It’s a false god,” says Robin West,
chairman of PFC Energy"'. “There will be step changes in technology, but people
forget the scale of the oil business. Ethanol production was 5 billion gallons last year,
with huge subsidies to farmers and rising food prices. But that’s the size of one
production platform off the coast of West Africa.”

18 So, what’s to be done? For starters, policy makers might stop grilling big oil
companies about why prices are so high (since they now control only a small percent
of known reserves, it’s largely out of their hands), support smarter green initiatives
(wind and solar credits rather than ethanol boondoggles) and stop pandering to voters
with subsidies and gas-tax cuts that ignore the new reality—oil is a finite resource,
more people want more of it, and the profligacy with which we’ve used it is going to
change. “There’s a fuel that’s cheap, clean and readily available, and it’s called
conservation,” says West. By some estimates, the world could save 25 percent of its oil
usage with simple measures like driving the speed limit, turning off lights, and fully
using the green technology we already have (hybrids, better insulation, etc). While it’s
never been the inclination of rich nations — particularly America—to rein in
consumption, it’s a notion we’ll undoubtedly become more comfortable with as energy
prices rise. It happened in the 1970s. It will happen again—and if we’re very lucky, it
will become the important and lasting effect of $200 oil.

Vocabulary

acute a. extremely sharp or severe E|ZUfr], FEER

aggravate v make a bad situation worse {f------3%fk, {F------fpE
ailing a. being ill or causing to be ill 4 5% )

autobahn n. a motorway in German-speaking countries ({85)/\ i
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autocrat 7. a ruler with unlimited power, or someone who demands total
obedience from other people Ji##

backlash n. a strong feeling among a group of people in reaction to a
tendency or recent events in society or politics XJ3— R
SRIN RN

blue-chip a. a company or investment that can be trusted and is not likely to
fail JRFEy, EHEM, HATRM

boondoggle n. a useless and in expensive piece of work, especially one which
is paid for by the public 4N JGH B35

buffer v provide protection against harm {R3%, 22pf

chunk n a part of something, especially a large part — A3t

consensus . a generally accepted opinion or decision among a group of
people —EAE

curse n. a cause of trouble and unhappiness &8, 4%

dampen v make less strong %55 '

edge v move slowly with gradual movements or in gradual stages %
wBa

epic a. of a film, poem or book which is long and contains a lot of
action, usually dealing with a historical subject S #f), ek
il

equities 7. pl. shares in a company from which the owner of the shares

receives some of the company’s profits rather than a fixed
regular payment 42

flat-footed a. in an difficult or unexpected situation that makes you unable to
move or react quickly or skillfully &$354E38 1%, BEEM G170

flush a having a lot of money; rich & &1

for starters  phr. used to say that something is the first in a list of things 4%,
Y]

futures n. pl. agreements for the buying and selling of goods, in which the

price is agreed in advance of a particular future time at which
the goods will be provided 3% (3E5)

grill w ask someone a lot of questions for a long time /= 1%L i

harbinger n. someone or a thing that shows that something is going to
happen soon, especially something bad 53K, fFJk

havoc n. confusion and lack of order, especially causing damage or
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hub n.

kingmaker n.

norm n.
on the cheap phr v

palpable a.

pander v

profligacy n.
profligate a.
public equity
ramification n.
realign v
retrenchment n.

siphon v,

slash v

sovereign  n.

specter n
spike n

stranglehold n.

trouble KHIR, &)

the central or main part of something where there is most
activity i, XA

a person who influences the choice of people for powerful
positions within an organization ERHHE EWAEHAIRA
RN, REREEER

a situation or type of behaviour that is expected and considered
to be typical #rHE, VL

spending less money than is needed to do something properly
& B3

so obvious that it can easily be seen or known, or (of a feeling)
so strong that it seems as if it can be touched or physically felt
IRAL

do or provide exactly what a person or group wants, especially
when it is not acceptable, reasonable or approved of, usually in
order to get some personal advantage &

the state of being wasteful with money HEFE

wasteful with money EEEIFE K

AFF TR

the possible results of an action f7TE4)

put something into a new or correct position EFTHE %

the state when a government, etc. spends less or reduces costs
T, ME

remove liquid from a container using a tube that is bent in the
shape of an “n”, with each end in a separate container at two
different levels, so that liquid can be pulled up into it from the
higher container and go down through it into the lower
container FIYTIRE R H, MK

greatly reduce something, such as money or jobs Ki&E# />

a king or queen, or the person with the highest power in a
country A

a ghost Wi R

a sudden large increase in the number or rate of something %8
muin

a position of complete control that prevents something from

developing 4], 4
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surge V. increase suddenly and greatly #X[if, ¥

SWoop V. move very quickly and easily through the air, especially down
from a height in order to attack {fff!

tailspin n. the act of something that starts to fail or lose value and gets
more and more out of control & KHL—k# T —H K&

tally v calculate a total number 451t |

tank v decrease quickly or be very unsuccessful AfE F#

tap v obtain or make use of something &, FH

tumult 7. a state of confusion Wi, ¥Ezh, #HF, WAL

vet v examine something or someone carefully to make certain that
they are acceptable or suitable %

wantonly ad. in a way that showing extremely and completely lack of care
TR

wield v have a lot of influence or power over other people Xf-+--- =
AR R

windfall = an amount of money that you win or receive unexpectedly 1%
M, Bzt

wreak v cause a lot of damage or problems i BB B4% 45 5

year-on-year a. 5 - ap R EASCFAH LR

buy up LT, HB
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Questions for Comprehension and Discussion

. In what way did America hit a historic point?

. Based on that scenario, what else is going to happen?

. What are the factors that might threaten oil supply?

. What are the major negative influences that might be caused by $200 oil?

. Could all the unexpected profits from oil be wisely used? Why or why not?
. How will the transportation industry be hit by $200 oil?

. How is high oil price affecting and how will it affect the American consumers?
. How is high oil price affecting Europeans?

N 00 ~1 O W AW N e

. What are the macroeconomic threat of higher oil prices?
10. What are the solutions that the author proposes to high oil prices?
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